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I ntroduction

The purmpose of thisreport isto distill some of theminimum wage, public assistance, and
basic needsbudge data collected over five years (19992003)and to doaument the
changein econonic situaion faced by housholds headed by full-time workersin
Vermont

In 1999,the Vermont L egidature madethefollowing findings

(&) TheGeneral Assembly findsthatanyVermonter, employer or employee, who
works full-time should receive wages and employment ben€fits that are fairly
commengurate with thevalue of the servicesrendeaed. Wages and employment
bendits togehe with supplemental public bendfits should provideanincome
aufficient to payfor basc human needs

(b) There are till manypublic policy andeconomc questionsthat require further
research andanalysis in order to find ways, both legidative and otherwise, to reduce
or diminate thelivable income gapfor Vermonters withoutcreating negatve
economic or fiscal impads.

(c) Extensve andappropriate statistical data on employment, taxes, eduation,
workforce training and economc development issues is needed to make informed
policy decisons To thisend, it is necessary to establish standardized benchmarks,
usng congstent methodobgy, with which to measure progress toward a state
econony that can suppott a livable income for all Vermontwageearners.®

The same Act directed the Joint Fiscal Office to prepare an annud report doaumenting:

A set of Chasc needs budgesOfor varioushoushold configurationsfor the previous
year. The Chasc needsbudgesOare calculationsof the amountof money needed by
varioushoughold configurationsto maintain a decent standaid of living in Vermont,
usgng current state andfederal data sources for determining such basc monthly
expenses asfood, housng, trangortation, child care, utilities, personal expenses and
health care.

A legidative committee determined the six houshold configurations the expensesto be
induded in the budge, the sources of data, and the methodobgy to be used each year so
that the results would be consgstent and comparable fromyear to year.?

This report andyzes the changes between thefirst and fifth years of the study (1999and
2003) with emphasis on 2003. Therepont@ appendix indudes an abbreviated version of
these findingsthat can bedistributed as a policy brief for a general audience.

! Act 119 of the 2000 session. )
2 The Committee(® methodology is documented in areport entitled OAct 21 Research and Analysisin
Support of the Livable Income Study CommitteeOwhich is available on the Joint Fiscal Office Web Site.



Analysis

The Legidature@ Livable Income Study conduded tha theincome of parents working
full time at minimum wage could not provide enough money to cover the basic needs of
housholdswith children in 1992 Between 1999and 2003, Vermont@ minimum wage
increased from $5.75 to $6.25 per hou. However, the cog of providing basic needs
increased even more. So the gagp between net wages and the houshold@ basic needs
budge widened during thefive-year period. (Chart 1)

Thehougholdsstudied in thisreport, according to the methodobgy directed by the
Legidature, have onefour-year-old child (onechild housholds) or onefour-year-old
child and onesix-year-old child (two-child housholds).

Chart 1

The Gap Between Net Wages and the Household's Basic
Needs: Full-time Workers at Minimum Wage With
Employer Health Care
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Because hedlth insurance coss doubked during thefive-year period?, the situaion would
be much more extreme for working housholdsif they had to providether own health
insurance. (Chart 2)

3 QAct 21 Research and Analysis in Support of the Livable Income Study CommitteeO-- available on the
Joint Fiscal Office Web Site.

* The year used in this report is the study year. The studies were done in the fall of the year, using the most
current data available and the tax schedules from the prior year.

® Source: Joint Fiscal Office



Chart 2

The Gap Between Net Wages and the Household's
Basic Needs: Full-time Workers at Minimum Wage
Without Employer Health Insurance
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Part of this gap is filled with varioustypes of public assistanceN mog significantly
Vermont® hedlth insurance programs (VHAP® and Dr. Dynasaur for those housholds
withoutemployer-assisted health insurance). However, even if thos livingin these
housholdswere to take advantage of every public assistance program tha they are
potentially eligible for, there remainsa gap between a houshold@ basic needsand its

ability to pay for them. (Chart 3)
Chart 3

The Gap Between Net Wages + Public Assistance and

the Household's Basic Needs
Full-time Workers at Minimum Wage Without Employer
Health Insurance
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Althoughpublic assistance ben€fits avail able to these housholdsgeneraly increased
durning thefive-year peiod, codsincaeased more. Conequently, the gap between the
money available to thehoushold and the amountneeded to provide basic needswidened.

(Chat 3and Table 1).

Table 1. Comparative I ncreasesin Available Income and Cost of Basic Needs(1999-2003);

Full-time workers at minimum wage, without employer-assisted hedth insurance.

One parent, Two parents,

one child two children
Increase in net wage $959 $1,847
Increase in public assistance $8,465 $10,075
Total increase in available income $9,424 $11,922
Total increase in cost of basic needs $12,435 $17,729
Increase in gap between available income and cost of basic needs $3,011 $5,807

Asshownin Tables 1 and 2, thevalue of theoverdl public assistance packagefor those
receiving VHAP and Dr. Dynasaur increased subdantially in thefive years. There are

three reasonsfor this:

¥ Hedthinsurance cogsinaeased dramatically, so both the cod of thebasic needs
budge and the value of theassistance provided by VHAP and Dr. Dynasaur

increased as well.

¥ TheVermontEarned Income Tax Credit (VT EITC) increased from 25%to 32%
of thefederal Earned Income Tax Credit (EITC). Althoughtechnically part of the
tax structure, the EITC isconsdered aform of pulic assistance in this report.

¥ A large pecentage of theheating bill was covered by Fud Assistancein 2003

than in 1999

However, there are severa reasonswhy public assistance is less effectivein filling the

gap:

¥ For some programs, induding Vermoni( Child Care Subsdy and Vermont3
Renter@ Rebate, thedigibility thresholdsare notincreased to keep pace with
inflation. This meansthat if ahoushold@income increases at therate of inflation,
even thoughtha inaease does notimprove buying power, public assistance may be

cut because the houshold is congdered to bein ahighe income bracket.

¥ For othe programs, such as Fud Assistance, theamountof theassistance is set based
ontheamountappropriated rather than the amountneeded. This meanstha the
assistance received does not necessarily meet the need.

¥ Some programs, such as Food stamps, use calculationsbased on a houshold cog of
living tha iswell bdow tha estimated by theVermont legidature.



Asaresult, thevaue of certain types of public assistance received by two housholds
with children and parents working full time at minimumwageincreased in thefive-year
period, while thevalue of other types decreased. For housholdswith two working
parents and two children, thevalue of public assistance actudly decreased unless they
were receiving publicly fundel hedth insurance. (Table 2).

Table 2. Changein Public Assistance, 19992003, Full-time workers at minimum
wage

Increase/Decrease
One working parent, Two working parents,

Public Assistance one child two children
Child Care Subsidy +$0 -$774
LIHEAP + 3161 + 3176
Federal EITC + $235 +$210
VT EITC + $234 + $158
Telephone Lifeline + $36
Renter's Rebate + $80 - $139
Foodstamps + $651

Net change in public assistance

excluding health insurance +$1,397 -$369
Health Insurance + $7.068 +$10,444
Net change in public assistance + $8,465 + $10,075




The American Dream holdstha hard work will lead to a brighter future. Yet it isclear
that is notthecase for many Vermonthousholdswith children. Thejoumey froma
minimum-wagejobto alivable incomeis nat only long, butit aso has discouraging
setbacks so that households can actudly lose net income as they work harder andlonge
to earn more.

As parents work more hours, take on more responsbility at ther jobs and earn more
money, the hougholdslose public assistance and have to pay more taxes. Asaresult, a
single parent with onechild making $13000at a minimum-wage job would have to
quadruple the houshold@ income before being able to meet the houshold@ basic needs
(Chat 4).

Chart 4.
The Gap Between Available Income and Basic Needs 2003:
Working Parent With One Child, Without Employer Assisted Health Insurance
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As shown by followingthered linein Chart 4, a single parent with onechild with an
annud gross wage of $41,000 has less money to live on than asingle parent with one
child making $13000. This situation makes the $41,000 houshold angry; and it makes
the $13000houshold lose hopetha earning more money will create a better life.

Thereasonfor the setbacks is tha less public assistance is available to housholdswith

more income. Some types of public assistance--mog significantly health insurance--are
simply droppe (rather than phased out Slowly) when incomes reach a certain point. For
example, asingle parent with onechild would lose hedlth insurance for the parent when



the houshold income reached $26 500, the household would lose hedlth insurance for
the child when the household income reached $39000. (Chart 4).

Butit isnotonly theloss of pubic assistance tha makesit difficult to climb froma
minimum-wage job to alivable wagejob. Thehousehold mug aso pay more taxes onthe
additiond money earned, induding the money earned to make up for thelog assistance.

Althoughboth thefederal and Vermontincome tax structures are adjugted in three ways
to address the needs of different-sized households the adjusgments don®©reflect redity:

¥ A certain basic income is exempt from taxation, and this amountinaeases with
houshold size. Theexemptincome (standad deduction plusthe exemptions for
asingle parent with onechild totaled $12900yet the amountthe houshold
needed to meet its basic needswas $44061.Households are paying income taxes
well before they can meet thar basic needs

¥ Thedate and federal tax tables are adjuded for filing status, but do notreflect the
actud cog for hougholdsto meet basic needsas calculated by the Vermont
Legidature. A single parent with onechild is paying 27% of each additiond
dollar in federal tax and 7.2% in state tax before reaching alivable income. By
contrast, asingle pesonwith alivable income is only paying 15%in federal tax
and 3.6% in state tax.

¥ Creditsare also available for children ($600£hild in 2002)and dependent care
($480federd, $1154tate). However, they fal way short of theactud cod. The
basic needs study indicates tha onechild adds$19000to a single person®
household cog.
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Asaresult, housholds pay significant income taxes before they have sufficientincome
to meet basic needs, and tha tax amountis highe for housholdswith children. (Chart
5).

Chart 5

Net Taxes Paid by Households Before They Have
Enough to Meet Basic Needs: 2003
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Recommendations

Public policies could bedesigned tha would be congstent with thefollowing prinaples:
¥ Government policies should suppot citizensOdesire to work.
¥ Government should nottax housholdstha do nat have sufficient income to meet
thar basic needs

Two public pdicy changes congstent with these principles would raise the net income in
housholdstha don®have enoughto meet basic needs (Chart 6).

1. Rathe than loang édigibility for publicly assisted health insurance while earning
less than alivable income, hougholdswould remain eligible and pay the portion
of the premiums tha they could afford.

2. Housholdswould pay noincome taxes (state and federal), or payroll taxes onthe

income needed to providefor basic needs Income in excess of that amountwould
betaxed at a combined federal and state margind rate of 34.2%.

11



Taking jug these two stepswould produe the smooth bluelineindicating that as
housholdsearn more money, they can close thegap onthebasic needsbudgé. This
would hdp eiminate the resentment of those who earn more and the hopdessness of
thoe who now face the steep climb to a better life.

Chart 6
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Appendix -- Policy Brief for Publication

Earning More, Losng Ground (19992003)

1. From 1999through 2003,Ver mont@ minimum wageincreased, but the cos for
basc household needsincreased more. Theresult: Thegap widened between the
amounttha working housholdsearn at minimum wage and the amountthey need to
pay for ther basic needs

Net wage of full-time wor kers at minimum wage and basic needsbudget: 1999-2003
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Full-time work at minimum wage was never enoudh to pay for basic needs But, abad
situdion has gotten worse. For single-parent housholds, the minimum wage covered
35% of basic needsin 1999,butonly 27%in 2003.For two-parent housholds that
percentage went from 45%to 36%.

Thesingle biggest cog increase was health insurance, which doublked over thefive-year
period accouning for about25% of 2003basic household expenses. To hdp fill the
widening gap between low wages and basic expenses, govenment programs assist with
child care, hedlth care, heating fud, propety taxes, and other such cods. But, these
program benefits have failed to keep pace with thecog of basic needs

2. Higher incomes make many households poorer. To make matters worse, as ther
incomes increase, working householdslose public benefits and pay highe taxes. For
many, theresult istha they have given up more than they get when they earn more.
People have better incomes, but they are not better off.
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Chart 2 -- The Gap Between Available Income and Basic Needs 2003:
Working Parent With One Child, Without Employer Assisted Health Insurance
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3. The assumption of mog sodal policy isthat work isband should be -- rewarded
with greater financial security and comfort. However, current tax and public bendfit
policies frugrate ambition and stress family life. Only structural changes can make work
and finandal indgpendence compatible public gods.

THE SOLUTION: Any houshold with income that is not enoughto cover basic needs

should pay noincome or payroll taxes, and should remain eligible for puldicly assisted
health insurance.
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